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TO: CHIEF EXECUTIVE OFFICER

SUBJECT: Regulatory Reporting and Capital Treatment of Servicing Assets Under
Accounting Standard

The Federal Financial Institutions Examination Council (FFIEC) issued th

release on December 18, 1996, in order to:

e remind banking organizations about a new accounting rule, Financial
"

Financial Assets and Extinguishments of Liabilities
January 1, 1997, and

e describe its recommendations to the bankin
the regulatory capital treatment of "servici elated "interest-only strips

provisions of FAS 125 for transfers and ser¥icing of fi ial assets occurring after December
31, 1996, except for any provisions defi [ ion by the FASB. FAS 125 also
applies to servicing contracts in exi i i
standard gives accounting reco ici racts similar to that prescribed
in current accounting rules and @xtends this recognition to servicing contracts for all types of
financial assets. However, FA rrent distinction between "normal" and
"excess" servicing fees and wil ese cash flows into two new types of
assets: "servicing assets" and c
only strips receivable.

er 1 capltal Banking organizations also would remain subject to the
nt of MSAs and PCCRs that they may recognize for Tier 1 capital

gage servicing assets as intangible assets and deduct them in full when
Tier 1 capital. The FFIEC's recommended interim capital guidance addresses the
ncerns about excessive concentrations in servicing assets and would remain in

receivable. In addition, banks should note that FAS 125 establishes a new accounting approach
for distinguishing transfers of financial assets that are reported as sales from transfers that are
reported as borrowings. Because this new approach will apply to transfers of financial assets
beginning in 1997, including such basic transactions as loan participations, banks are



encouraged to consult with their outside accountants concerning the effect of FAS 125 on their
asset transfer activities and the actions needed to implement FAS 125.

For more information, please contact Stephen G. Pfeifer, Examination Specialist in the Division
of Supervision's Accounting Section, at (202) 898-8904.
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